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Abstract
Based on the Scott-Kennel’s model of local industry upgrade through foreign direct investments,
this paper analyses if investments are always positively benefiting the host economy, or if they are
not promoting local/host economies at all, or to which exact level. This paper is focused on service
sector oriented investments and answers the questions important to analyse for the successful
investment policy creation, which could benefit both the local economy and foreign investors. In
other words, only aggregated per year foreign investment numbers are not enough for the
comprehensive picture creation and in some cases could even suggest incorrect strategic decisions.
Research was done based on deep interviews with the top management of 20 different companies
listed in top 200 FDI making companies in Georgia for the 2020 year. Paper considers the global
pandemic reality and future perspectives.
Keywords: MNE, FDI, Georgia, Scott-Kennel model, investment, coronomics
Recommended Citation: Charaia, V., & Lashkhi, M. (2021). COVID-19 effect on FDI
motivation and their impact on service sector: Case of Georgia. In C. Cobanoglu, & V. Della
Corte (Eds.), Advances in global services and retail management (pp. 1-11). USF M3
Publishing. https://www.doi.org/10.5038/9781955833035
Introduction
The global pandemic of COVID-19 has caused a world-wide economic crisis hardly ever seen at
any time of human history before (Krugman, 2021). Coronomic crisis has put its massive negative
pressure on the global economy (Papava & Charaia, 2020), negatively affecting the global FDI
trend at most. Even though different complications in the contemporary system of international
economic relations revealed themselves a rather long time ago (Aptsiauri, 2020) the COVID-19
pandemic turned the entire world upside down and brought a lot of new challenges also to Georgia
(Lashkhi & Charaia, 2020a; Lashkhi & Charaia 2020b). FDI involves a direct or lasting interest
in, and control of, an enterprise (Loungani & Razin, 2001). It normally consists of a bunch of
assets, including capital, technology, human resources, and knowledge (Dunning, 1993).
However, MNE motivations and their driving forces at different economies could be different,
based on the economic, technological, social and etc. potentials of the local market and specific
needs of the investor company itself. Central and Eastern European countries are usually attracting
higher value added type of investments (such as: electronics and engineering), which is
characterized by geographic concentration, proximity to the customers and high quality control
demand (Cieslic at al., 2019). These fields are attracting Efficiency oriented FDIs, while South-

1

University of South Florida M3 Center Publishing

East Europe and Turkey are attracting FDIs in such areas as: textile, food processing and other
comparatively low-tech service market concentrated fields (OECD, 2008). In Case of Georgia, it
is attracting more investments in such areas as the banking and energy sectors (Charaia, 2017),
where the country has more capacity.
Literature Review
J. Dunning’s (2002) Eclectic Paradigm propose investment motivations which are classified into
four categories: resource-based, market-seeking, efficiency-seeking and strategic asset-seeking
motivations. Based on the motivation and specific market circumstances impacts of those FDI on
host economy and its economic integration into global markets very. The host economy seeks to
get as much benefits as possible (Crespo, 2007). However, at the end of the day, it is very much
depended on both, local peculiarities and investors motivations, how big the benefits for each side
would be. The smaller is the connection between host economy and foreign investor, the higher it
is the uncertainty of what the host economy will really profit. In the best scenario the spillover
effect of the investment could be significant, such as possibility to improve the competitiveness of
the host economy (Hunya, 2000), but in real life the impacts are diverse. It could be much easier
to just attract an investment, rather than to derive a comprehensive macroeconomic benefits from
that particular FDI (Stephen, 2007); Transfer of technologies in most cases is widely hang on the
institutional development of the receiving economy, thus its effects could be different based on
the local economy readiness and etc. Consequently, having different economic, fiscal, social or
other kind of growth effect.
Apart the local market readiness and investors motivations, rising competitiveness is pushing local
firms to innovation (Charaia, 2014), otherwise the “crowed out” effect is expected, since
international firms are highly competitive (Sikharulidze, 2018). Market-Seeking FDIs oriented on
conquering local markets are less involved in export oriented activities (Aggarwal, 2005). In a
long run it could result a crisis for balance of payments, since such FDIs cannot provide inflow of
financial assets from the export oriented activities. Scott-Kennel (2001) proposes that the quality
of linkages is positively related to the degree of linkage (DOL) of the affiliate in the local industry.
I.e. if the quality of linkages is higher, the affiliate is more integrated with the local economy and
the DOL is higher. Economies with low investment readiness are hardly attracting Market oriented
FDIs (Liao, 2015). Recourse-seeking investments usually are attracting mainly large sums of
capital and are promoting technological upgrade and knowhow transfers (Wadhwa, 2011),
providing economy with the stable currency inflows, which became especially important at the era
of Covid-19 global pandemic. On the other hand, one of the negative results of resource seeking
investment could be an elite corruption (Brouthers, 2008). According to the observations, market
seeking investments are flowing even to those markets with relatively low GDP per capita of
several thousand USD. According to the research done by the author on macro level, it is obvious
that investments done during the 2007-2020 years are mostly Marker-oriented investments at
around 60 percent level; followed by Efficiency-seeking investments – around 30%. These results
are essential to understand the MNE motivations on the macro level, however not enough to deepen
into the micro level incentives and to analyze the impacts of those investments on the local
economy.
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Methods
For the theoretical base Scott-Kennel’s (2001) model of local industry upgrading was used, with
specific applications toward the Georgian case in service industry. The model proposed a typical
process of local asset augmentation, as well as the contribution of inward FDI to industrial
development as a continuum from enclave to full integration. The model is concentrated on direct
and indirect linkages, created by MNEs with local companies, thus having possibilities to
modernize local companies and the whole sectors (Scott-Kennel, 2005). Qualitative methods have
been defined as procedures for coming to terms with the meaning not the frequency of a
phenomenon by studying it in its social context (Van Maanen, 1983). Qualitative methods are
particularly well suited to new research areas (Eisenhardt, 1989) and are appropriate when the
requirement is to build new theories, synthesize existing theories (Ragin, 1989) or develop a
theoretical framework which can then be subjected to hypothesis testing and quantitative analysis.
Ragin (1989) states that the case-study methodology is inadequate in terms of the difficulty in
maintaining attention to complexity across a big amount of cases. He states that eight cases are a
“modest number” and 20 cases are “thorough” (p. 20). Consequently, 20 cases were chosen from
the fields which are most attractive for FDIs during last decades, those are: financial, medical,
trade and tourism sectors. Data were collected by self-administered questionnaires, prepared
according to the Scott-Kennel’s model in 2020 year. Questionnaires were lasting for approximately
60 minute each, in Georgian, English and/or Russian languages according to the preferences of the
respondent. Questionnaire had different sections, where respondents were evaluating the past and
current opportunities and challenges of doing business in Georgia, as well as future trends on such
topics of: business environment, issue of competitiveness, linkage formation, innovation
implementation and other important aspects of the Georgian economy and MNE influence on it
and etc. The study was carried out among the companies from the list of top 200 foreign investor
companies in Georgia according to the National Statistics office of Georgia, out of which 20 were
selected based on maximum diversification principle, in terms of their regional presence, type of
business, country of origin and etc.
Results
For the last almost three decades, after regaining its independence Georgia managed to attract
around $22 billion of Foreign Direct Investments. Number one investor in Georgia with 44 percent
share since 2007 (comprehensive data is available from this time period) year is EU (see Figure
1), but at the same time, the single leader country became Azerbaijan, which managed to combine
around 14% of all investments attracted by Georgia (Table 3). An important FDI partner for
Georgia along with the EU is also China, with whom it has signed a free trade agreement (Chochia
et al., 2018).
Based on local opportunities and foreign investors interests, Georgia is attracting quite diversified
investments, varying from very primitive to high tech industries, from local resource obtaining
oriented to geostrategic positioning (Chochia et al., 2020). Sectors which attract the highest
number of FDIs in Georgia, include – energy, transport, financial, real estate and some other
sectors (see Figure 3). However, the share of relatively high tech industries is relatively small and
several outstanding examples are not enough to say that country is high tech oriented.
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Figure 1: FDI Inflow in Georgia, 2007-2020 Years (Percent)

Source. Authors calculations based on National Statistics office of Georgia.
https://geostat.ge/media/37182/FDI_Eng-countries.xlsx

Figure 2: FDI Inflow by Country, 2007-2020 Years (Percent)

Source. Authors calculations based on National Statistics office of Georgia.
https://geostat.ge/media/37182/FDI_Eng-countries.xlsx

The last but not the list important issue for Georgia is that the majority of those foreign direct
investments are focused in its capital city (73% for 2007-2020 years). At the same time, three
biggest regions of Georgia in total combine 88% of all foreign direct investments in Georgia
(Figure 4). Unfortunately, it makes its own impact on countries uneven development in the
regional prism, causing investment hunger in the regions and pushing rural population to the
capital city, which can become especially fragile during the global pandemic and the coronomic
crisis caused by it (Papava & Charaia, 2021).
Figure 3: FDI Inflow by Sectors, 2007-2020 (Percent)

Source. Authors calculations based on National Statistics office of Georgia.
https://geostat.ge/media/37073/FDI_Eng-sectors.xlsx

Despite of quite positive FDI results for the last decades and even for the period of global
pandemic, still there are a lot of questions, which are very simple at a first glance, but extremely
important for the long term FDI policy: what are the MNE motivations and their influence on the
Georgian economy? How much it is assisting development and modernization of different
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economic sectors? And what is the level of integration between MNE and different sectors of the
Georgian economy.
Figure 4: FDI by Regions, 2009-2020 Years

Source. Authors calculations based on National Statistics office of Georgia.
https://geostat.ge/media/37075/FDI_Eng_regions.xlsx

Official statistics provides a good amount of data for analysis, but the goal of the given paper was
to go into more details of investment making in Georgia. Thus, the following diagrams and tables
are totally based on author’s interviews with the business sector representatives. As the Figure 5
shows, the most number of investor companies questioned were from the Offshore, while other
important investor countries were from Estonia, Turkey and the Netherlands.
Figure 5: FDI Country of Origin (Based on Respondent’s Background)

The majority of foreign investors were satisfied by their investment and presence in Georgia. Only
5%of respondents, i.e. only one company out of 20 said that their investment decision was abed
decision (see Figure 6).
Figure 6: Investment Satisfaction Rate
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45 percent of those questioned companies were employing 40 persons or less persons, while 55
percent of companies hired more than 41 people for their businesses, small companies with up to
20 persons were not included to the survey (see Figure 7).
Figure 7: Number of Full Time Employed Personnel

70 percent of the questioned companies responded that they were using an option of staff training
abroad, because of different reason, but mainly because of lack of proper infrastructure locally
(variety and quality of courses, availability of specific equipment and infrastructure, low level of
educational programs etc.) (Figure 8). At the same time, worth to mention that 100 percent of all
companies had implemented Labor Security Management, which is a relatively new activity for
Georgian companies, but an important aspect of operation for international ones.
Figure 8: Staff Training Indicator

Responses were asked to name the most important obstacles and opportunities of doing business
in Georgia. Each question was evaluated from 0 to 5 points. The highest mean score was for the
biggest obstacle or the biggest opportunity (Table 1).
Table 1: Obstacles of Doing Business in Georgia
Covid-19 pandemic and related issues
Macroeconomic instability (inflation, exchange rate etc.)
Political Instability
Skills and Education of available workers
Justice Inefficiency
Cost of Finance (interest rate)
Crime, theft, and disorder

Min
4
4
2
2
1
1
0

Max
5
5
5
5
4
4
1

Mean
4.8
4.7
3.6
3.4
3.1
3.0
0.1

Std. Dev.
0.43
0.48
1.02
1.24
0.92
0.97
0.3

Crises caused by global pandemic and all related negative effects in face of global recession, mass
business challenges and etc., were named as number one obstacle for doing business in Georgia in
2020, which is not strange at all considering the global negative effect of Covid-19 all over the
world. What is more negative, is that there is no end date foreseen for this specific problem, which
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has stopped some times of business in Georgia almost totally, including the tourism industry. The
second biggest challenge was named a Macroeconomic Instability, which makes problems for the
business sector in forecasting their business stability or future actions needed to guarantee the
business stability. Exchange rate of the local currency is a long time problem for the local society,
business and the government in terms foreign debt increase, especially at the time of pandemic,
but no ways to solve this problem has been found so far. Thus business is complaining. Other
significant factors of stability related to doing business in Georgia is related toward the skilled
labor force, however as different companies replied they do not since a problem in this direction
at all, so it could be said that this type of problem for different investors is closely related to the
type of their business activities. At the same time important to underline that the issue which could
be a problem in many developing countries all over the world, i.e. criminal level, seems to be
insignificant problem for investors, if at all. On the other side, opportunities seen by investors are
also interesting (see table 2) and the main one was named an Easiness and Speed of Interaction
with the governmental bodies, which could be a very special asset for Georgian considering the
pandemic reality which most probably will continue at locally and globally at least for several
years from now.
Table 2: Advantages of Doing Business in Georgia
Easiness and Speed of interaction with the governmental bodies
Easiness and Speed of different procedures
Tax Rates
Corruption
Access to Finance
Customs and Trade Regulations

Min
4
2
3
0
0
0

Max
5
5
5
3
4
3

Mean
4.7
3.6
3.8
2.4
2.8
2.5

Std. Dev.
0.48
1.12
0.81
0.91
1.09
0.92

Low Corruption (45th in the world according to the Corruption Perception Index) and Tax Rates
(#9 low tax rate economies according to WEF Global Competitiveness Report 2019), which
implies Special Favorable Tax Regimes and 0% tax on Reinvestment Profit, were also defined as
one of the main advantages for doing business in Georgia. As one of the least positive aspect,
however still as advantage was named the Access to Finance issue, which is quite controversial to
the vision of business society in Georgia in General. This could be explained by the fact that
companies questioned were MNE, which are not depended on local financing opportunities, as a
rule.
Customs and Trade Regulations are important aspect for the companies aiming to settle down in
Georgia to operate in the whole region. The free trade agreements with EU and China
simultaneously makes Georgia one of the most unique countries in the world, which could promote
not only Georgia, but also EU and Chinese economies as well (Lashkhi & Charaia, 2018; Wang,
2018).
Based on the data collected we also applied factor analysis to discover if the measured variables
can be explained to a larger degree in terms of a much smaller number of variables (factors), i.e.
we divided all variables into three main factors both for obstacles and opportunities of doing
business in Georgia. Namely, for obstacles: Regulation, Infrastructure and Stability; and for
opportunities: Speed and Price (Table 4). Results came interesting and important for policy
making.

7

University of South Florida M3 Center Publishing

Table 3. Most Important Obstacles for MNE in Georgia
Stability (pandemic, economic, political, etc.)
Infrastructure (physical, social, etc.)
Regulations (licenses and access)

Mean
3.9
3.7
3.1

Std. Dev.
1.06
0.95
0.89

Based on the results, it’s clear that macroeconomic stability is the number one problem for foreign
companies (and for local ones also), since its affect the price and therefore the competitiveness of
their product.
Table 4: Most Important Opportunities for MNE in Georgia
Speed
Price

Mean
3.2
3.1

Std. Dev.
0.81
0.77

MNEs are creating new work places, contributing to local production and export diversification,
paying taxes and participating in many other important aspects of economic life in Georgia.
However, the Quality of Linkage of MNEs with local companies is on the low level so far. Only
10 percent of the resources transferred to the local firms were Unique (See Figure 9), while non
unique equaled for 90 percent.
Figure 9: Resource Transferring From MNE to Local Companies

On the other hand, MNEs are claiming that they are actively assisting (85%) local companies to
improve their products or services; by the way which could be later on used by those MNEs also
(see Figure 10), for instance to get cheaper and/or higher quality products on spot, rather than to
order them abroad as it was in case of training local staff locally or abroad.
Figure 10: MNE Assistance in Local Product Improvement
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In comparison to 90’s of XX century, the motivation structure of foreign companies investing in
Georgia has changed drastically, moving from local resource based, toward more market and
efficiency seeking ones and even a strategic asset seeking investors has been appeared (see Table
11), which is a big challenge for Georgia and could be explained by the lack of skilled workforce,
digitalization level, systemic political instability and other issues.
Figure 11: MNE Motivations in Georgia

Questioned companies claim that they do influence the change on the local market (see diagram
12), at a moderate level - 70 percent, while only one say - not at all (5 percent).
Figure 12: MNE Influence on Change.

Scott-Kennel (2001) proposes that the quality of linkages between MNE and the local economy is
positively related to the degree of linkage, thus the higher DOL brings to more benefits. However,
the degree of linkage between MNEs and the host economy in case of Georgia is considerably low
at this stage of development, which is not a surprise, but has a positive trend on country’s economic
development (Charaia et al., 2018; Anguridze et al., 2015), which is appreciable.
Conclusions
Foreign direct investments play an important role for the Georgian Economic development,
through creating workplaces, benefiting other players with the spillover effect, increasing local
economic potential and etc. Despite the fact of global coronomic crisis and its significant negative
impact on local economy, business sector still shows interest and tries to overcome the obstacles
caused by the global pandemic, where local government’s assistance level would be vital.
Coronomic Crises caused by global pandemic and all related negative effects in face of global
recession, mass business challenges and etc., were named as number one obstacle for doing
9
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business in Georgia in 2020. The second biggest challenge was named a Macroeconomic
Instability, which makes problems for the business sector in forecasting their business stability or
future actions needed to guarantee the business stability. Exchange rate fluctuation of the local
currency was usually named as a top negative macroeconomic factor for stable business in
Georgia.
On the other side, opportunities seen by investors are also interesting and the main one was named
an Easiness and Speed of Interaction with the governmental bodies, which could be a very special
asset for Georgian considering the pandemic reality which most probably will continue at locally
and globally at least for several years from now. MNEs are creating new work places, contributing
to local production and export diversification, paying taxes and participating in many other
important aspects of economic life in Georgia. However, the Quality of Linkage of MNEs with
local companies is on the low level so far. Only 10 percent of the resources transferred to the local
firms were Unique, while non unique equaled for 90 percent. Foreign investments are already
playing an important role for the Georgian economy, however have a huge potential to benefit the
local economy at another higher level in the future, along with the higher readiness level of
Georgian economy.
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